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Rale Com
Dear Secrelary Doncl and Administraler Majcher:

In accovdance wilth the Federal Cotununication Commission's rules, the Yennoul Public
Service Board (the "Board"} submits its apnual Federal Universal Service Fund centilication and
Rate Comiparabilily review.

[._Federal Upiversal Service Fund Cerilication

In aecordance with 47 CFR §§ 54.313 and 54.314, [ certify that all Tederal high-cos( funds
flowing lo the Iollnwing eleven companics operating in Vennonl will be used 1 2009 ina
manner consistenl with 47 U.8.C. § 254(e) for the provision, mamrenasce, and upgrading of
facilivies and services far which support is infenided,
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In ¥eninont, there oie two lypes of lelecommunication carriers:

L. Telephone Operting Company of Vermont LLC d/b/a/ FairPoint
Communicarions (“FairPain™) (SAC 145115).

2 Franklin Telephone Company (SAC 140053).

3 Ludlow Telephone Company (SAC 140058).

4. Morthfield Telephione Company (SAC 140061).

3. Perkinsville Telephone Company (SAC 140062).

a Shoreham Telephone Comnpany, lic. (SAC 140064},

7 Topsham Telephone Company. [ne. {(SAC 140068).

8 Wairsfield-Fayston Telephone Co., [ne., d/b/a Waitsfield Telecom, d/b/a
Champlain ¥ alley Telccom (SAC 140069).

Q. FairPoinl Yermont, [nc., d/b/a Fairpoint Communications (SAC 1433311

10.  Vermonl Telephoue Company, Inc., d/b/a VTel (SAC 147332).

FairPoint 13 the only notirural incnmbenl eligible telecommunications carrier in Vermonl.
Federal support to FairPoint will be used in iwo ways:

1. The sum of §1,345,940 per year {egual i support reccived in 1999) has been incorporated
into the calculation of the company's everall rates. This base amonni will continue to
snpport lower rales for basic scrvice in Lthe coming year.

2. The remaining federal support will be distribuled through an explicit credit tor residential
and bnziness customers, Pursuant Lo a 1999 agreeinent reached helween Verizon-
Vennonl (now FairPoint) and the Vennont Department of Public Service, cach FairPoint
residential apd business customer will receive a monihly bill-credit tled “Federal
Universal Service High Cost Fund Credil.” The credil amounts will be set to fully
distribure the expected additional federal snpport to be received by FairPolnt in Lhe
coming year. As the end ol the year approaclies, if the projecied support amonnt dies nol

' On February 15, 2008, the Board approved a joint petition by Yerizon-Yermont and FairPoint 1o sell subsianuially
all ol ¥erizon-Yerinont's landline assels o FarPoinl, See Docker 7270, foinr Petition of Verizon New Enpland fne.
dibia Verizon-Vermont, centain affilares thereafl and FairPoini Cowminicarions, fnc., for approvel af an vase
enansfer, aoguisition of cortrol by merger and arsoctated transactions, Order of 21508, Consegucntly, FairPoinl
niw stands in the shoes ol Yorizoen-Yermanl (or all praclical and legal purposes relevam o the process al cartilying
suppar| for rural and non-rural high-cas. camers pursuant o 47 C.F R, Sections 54.313- 314 and the rate
comparabilily review pursuam e 47 CF.R. Section 54.316.

 FaitPoinl was orderad o substilule iself for Verlrop-Vermenl in all proceedings before the Board excepl in one
instance that is not relevanl. 1o the subjecl matter of 1he cerfilication that is the subject of this leuer. See Docket
7270, Order of 2/15/08 a1 41.
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equal the initial estimate. o Anal adjusimeni wi!l be made o 1he credit amounts.
Cuirenily the residential montlily credit ia $1.72 per line and the buyiness credil is $4.19
per line.

all federal support given to the reinaining carriers (#2 through #1074 will be available as
revenue Lo the receiving companies. The Board requires all of these companies to periodically
Ii)e information pertaining o their receipt of lederal support. 23 well as other information that
indicates how the federal lunds are nsed.

[I._Rate Comparability

47 C.F.R. Secrion 54.316 requires the Board to annually review residential rates in rural
areas of ithe state served by FairPoint, and 1o certify w0 the Federal Communications Comnmission
whether such rates are reasonably comparable o urban raies pationwide. For the rate
comparablily cenifcation. the Board is allowed 1o presume hat ihe residential rates i "rural
areas" zerved by FairPoint are reasonably comparable Lo the nalionwide berchmark urban rate, it
such Vermont rural raes are below $36.52 per inonth.

The Board last colleciled specific rale dara for "rural areas of the state” served then by
Verizon-Vermout, Lhe only nonmiral carrier in Vermont 10 2005, The Kenand Order defined
"rural area” as "any non-meiropolilon county or counly- equivalent, as identified by lhe Office of
Management and Budger." Para. E3. This detinilion remains irrelevant becayge FairPoini — like
is predecessor Verizon-Vermonl — charpes lhe same rales in all parts of Vermont. Therefore,
rate data ¢ollecled for (he stale as a whole are exacily equal W the rales in our "ryral areas” as
defined in ihe rule. The rates charped by Verizon in 20035 have not changed materially since
then, notwithstanding Fairpoinl's purchase in 2008 of Verizon's landline business in Vermont.

The FCC rule does nol explain in delail how rates are 1o be measured. ‘This is an esseutial
question becouse FairPointl imposes Local Measured Service (LMS) charges. In February of
2004, the Vermont Public Service Board filed comments in response to a Further Nolice of
Proposed Rulewaking (FCC No. 03-249). Those comments stated thal:

If the Commission goes lorward with ils new corcept of rales-based support, rale
daia mnst be valid and reliable, This requires the Cowtrnission Lo collecl
additional dala, bevoud vominal rales. that affect the burden of paying for local
exchange service as well as 1he value of thal scrvice. Oversimplified rale
informalion can undereslimale the real burden on consumers and can create
perverse incenlives for stales and carmiers. If the Commission does not solve the
metlhodological problems described below, nalionwide rale data would be at best
higlly random and at worsi misleading and arbitrary. . . . to develop valid and
reliable local rate data it should make five adjustments: usape-sensitive charges;
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local calling area size; cusiomer oplion plans; local/loll balence; and
businessfresidential balance, Yermont PSB Comments of 1/14/4 al 3-4.

The Board's comments showed that an adjusiment for usage-sensilive charges is
importan! because the Commission's standard measurement technigue, which is based upon $00
minules ot local calling, may underestimate actual usage. However, the Commission has nol
taken any turther conclusive aclion on that Further Nolice of Proposed Rulemaking and has not
explained how Vermont shonld ineasure local rates when they inclnde LMS charges. Therefore
the Board must delermine how best to evaluate local ineasured service charges tor the purposes
of deteimining natiouwide rate coniparability.

The Board has found thar measunng local rates is a difficult task requiring substantial
judgment. The greates! problem remains thal of how Lo measure the effects of LMS charpes.
When the Board evalualed customer payments m 2003, it found that local service charpes varied
from a 1ninimow of $20.74 per menth for cusiomers who were vat on Lifeline bul who had
minimum usage, lo a maximum of $47.8% per inonth for customers who used a large numhber of
local service minules.

The Board has nol found any simple method for producing a weighled average of LMS
charpes. The Board made a special effart in 2005 and collecled data from Verizon-VYermont
concermng the tales paid by residential customers who did nel subsenibe o fixed calling plans.
That dala colleclion was subsequently found 1 have lwo methodological problems that
prevenled its nse.

Fusl, the Venzon-Vermont data excluded customers who opted (o take calling packages
such as the "Freedom Package.” Al the time of the Board's inquity in 2003, this package sold for
$49.93 per month, and it included unlimited Iocal calling. inira-state loli and inter-stare toll
calling. According to Verizon-Yermont a1 the 1yme, 31 percent of the primary residential lines
served by Verizon-Vermornt subscribad 1o either the Freedom Package or one of several other
calling packages. For these customers, Venzon did not record local usage minutes, and it was
nol possible Lo develop an allocalion based on loeal ysage. [1 sum, almost one-third of
residential custorners had opled out of rale desizns that would have allowed measurement of
local rares,

Moreover. 1he Board found thal the customers who puichased packages such as the
"Freedom Package” could not be assumed (o be typical of tle residential cnsiomer base. Because
Verizon-Vermont's other cusiomers paid a sizeable per-minule local measured service tale, those
customers witht high local usage had an iucentive 1o swileh (0 such fixed-price plans. Theicfore,
e Beard could not exclude these calling package cusiomers fron ils analysis because Lhal
would have biased the sample and would have produced an invahd estiinale of average local
rales.
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Secand, the Yenzon-¥ermoni dala included Lilelme cusiomers, a group excluded tromn
the FCC's Reference Book analysis. This made the data unreliable as an esumate of non-Lifeline
rates. The Board anemmed 1o exclude Lifeline customers from the analysis, but if cannor
represeni that the resulting data were or remain reliable.

The Board found thal the 2003 Yerizon-Yemmont dala was nol a snfficient basis to reach a
colclusion on comparability. Because of Ihe age and infirmilies of that 2005 study, the Board is
now planning to npdate the 2005 sudy in a way that would more reliably measure the local rates
of FairPoinl Vermoni chstomers, considenng LMS uharges. Lifeline enrollment, and bundled
packages. This planned updale to the Yermonl study is furlher needed hecause the FCC does nol
have any dara thal could be nsed as & proxy for average local service usage. A receni
examinalion of ull of the FCC's dalabases failed 10 yield any data thal could be nsed to snpport
the delerrmnation of average residential monihly local usage for use in a rate-comparability
analysis in place of averape nsage denved hown Veanoni-specilic data.

As the Board has staled in previois mie reviews, the Board continues to believe that the
Commission's published urban benchmark e, now set at $36.52 does not comply with law.
That figure is two standard deviations above the mean urban mie. Faur and one-half years ago
ihe Tentl Cireuil rejecied 1his methodology as mcompatible with the Coiminission's siaiutory
duties under Seclion 234. As the Board =aid in subsegnent coiunents, a benchmark rate cannot
salisly the statule »f it 15 higher than 125 percent of the national urban averape rate,

Data i the Commission's 2008 Reference Book show that average urban rales are $25.62,
125 percent of that figure 13 $32.02. Couosideriug all of lhe above factors, the Board esdmates
that Ihe average Vermont residential customer pays significantly inore than $32.02 per inonth for
local service.” Baorh figures include all fixed charges (including the federal SLC), 1oxes and
universal service charges. We have also adjusted the Vermont figures for the exphesl eredic
given mouihly to FeirPolut customers as the result of federal universal service payments.
Theretore, the Board concludes that the rales of FairPoinl cuslomers are not reasonably
comparable 1o the urban rales of cuslomers nationwide.

A stale that certifies that its rares are not reasonably comparable must tully explaiu its rate
coinparabilily analysis and provide data supporting ils cerification, including but nof limiled Lo
residential rale dotn for rural arcas within the slate served by pon-rural [ILECs. As explained
above, residential raies for FairPoinl are uniform throughoul FaicPoint's area. They therefore are
the same rates Lhat apply in any and all subsels. includiig "nzeal areas.”

5 11 ay well be Lhat Lhe average Yenuom residenbia! custamer local rate is considerably higher, but the Board is
conlident 1o a reasonuable degree ol cenainly by i1z conclusion thal it exceeds $32.02.
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When a state cerlilies thal the rates are not reasonably comparable, ji must also explain
why raies are nol reasonably coinparable and explain what aciion it iutends 10 lake to achieve rate
coinparability. Rates for FairPoint are not reasonably comparable because FairPomt receives
insuflicient federal support Irom the Commission. As the Board previously has argned in many
filings in Docket 96-45, Yerizon-Vennonl reles were high because Verizon-Veimont served s
rural, sparsely populaled area in a challenging climale and over difficult termain. This ineviiably
lead o high loop and swatch costs, on average, across all Venzon-Vermonl cuslomers. These
facts remain true for FairPoini as well, as it inoves lorward iu providiug service lo cuslomers
formerly served by Verizon-Vermont.

Vermont does not contemplale takiug any edditional aclions within the state to oblain
reasonably coinparable rates. Any such action would be pointless. As noled above, FairPoin
rates already are uniform thronghoul ite study area. Ewven if Vermont were Lo adepl & new
explicit slate universal service fund, the benelits would be negligible. FaiiPoinl serves
approxinalely 85 percent of wireline customers in the state. Therefore on an agaregaie basis the
added bill sur:harges 1o fund such a new program wonld almost enlircly offsel the benefits.
Costs would still be paid by Lhe same poo) of cusiomers, and the average rate, which iz too high,
would not be reduced.

Vermont inlends to continue io advocate for additioual federal support for the custoraers
ol FairPoint. Over the last 17 yes1s, the Board has repeatedly argued that federal supporn 1o these
Vennonl customers has becn insuflicient. The Board comrinues Lo believe that lens of thousands
of Vennonrers ae disadvantaged, as againsl similarly situated custoiners in other slates, because
4 majority of Vermont's rural customers happen o be served by a large company, and becanse
lederal support unfairly discriminares against such customers. The Board inlends 1o continue 1o
argue to the Commission, the courts and to Congress thal (he majority of Vennont's customers
ueed additicnsl federal snppori under 47 U.8.C. § 234 in order to achieve coinparable rates.

Sincerely, .
| \
— \J
|. James Volz
Chainnan
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oo Leslie Cadwell (Director for Telecommumications, ¥t. DPS)
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